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Chart 1

PRINCIPAL ASSUMPTIONS

Monetary Policy Objectives

1. Policy aims at maximum sustainable output and employment
growth, avoiding a significant acceleration of inflation.

2. Policy does not seek to constrain exchange rate movements,
unless they seriously jeopardize attainment of objective 1.

Implies:

e Interest rates unchanged to a bit lower through midyear, but
moving up moderately thereafter.

e M2 and M3 in the middle portion of the tentative ranges for
1988 and growing more slowly in 1989.

e The dollar likely will decline at a moderate rate through the
end of the forecast period.

Fiscal Policy

No significant changes in fiscal policy beyond those contemplated
in the FY88-89 deficit-reduction package agreed to in December.
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Federal Budget Deficit
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REAL CONSUMER SPENDING
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REAL BUSINESS FIXED INVESTMENT
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REAL STATE AND LOCAL PURCHASES
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COMPENSATION PER HOUR AND CONSUMER PRICES
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FOREIGN EXCHANGE VALUE OF THE U.S. DOLLAR
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Recent Trends in Interest Rates
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ECONOMIC ACTIVITY
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ECONOMIC ACTIVITY: WORLD
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EXTERNAL BALANCES
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1. Private Capital, net 106 84 93 75
2. U.S. Banking Offices 40 8 47 30
3. Bonds and Stocks! 680 ) 35 40
4, Direct Investment! 5 2 4
5. Other Flows 1 -7 0
6. Statistical Discrepancy 18 24 18 20
7. U.S. and Foreign Official Assets, net -8 33 53 54
Meamo:
8. Current Account -116 -141 -164 -149
U.S. and other G-10 Purchases of Dollars -17 18 95 na
10. Estimated Total Net Official Accumulation
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1. Transactions with finance affillates in the Netherlands Antilles have been excluded from direct investment
and added to forelgn purchases of U.S. securities.
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Alternative Scenarios for the U.S. Economy

Percent change, Q4 to Q4, except as noted

1988
A. Staff Forecast
1. Real GNP 2.1
2. Total Domestic Purchases 0.6
3. Consumer Prices 4,2
4, Current Account Balance’ -146
5. Real GNP in Other G-10 Countries? 1.9
B. Unchanged Dollar with Unchanged Policies
Deviations from Forecast
1. Real GNP -0.1
2. Total Domestic Purchases 0.1
3. Consumer Prices -0.1
4. Current Account Balance! -1
5. Federal Funds Rate? ~-0.1
6. M2 0
7. Real GNP in Other G-10 Countries? 0.1
C. Unchanged Dollar, Tighter U.S. Monetary Policy
Deviations from Forecast
1. Real GNP -1.2
2. Total Domestic Purchases -1.2
3. Consumer Prices -0.1
4. Current Account Balance' 8
5. Federal Funds Rate? 2.3
6. M2 -2.0
7. Real GNP in Other G-10 Countries? ~0.1
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